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Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Marginal Rate of Substitution




Key insight: If household is unconstrained with respect to
asset i then,
1 + ri = MRS = (1 + δ)
c1
c0
With log utility and subjective discount rate δ:
1 + ri = (1 + δ)
c1
c0
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Understanding the ∆C-∆Y relationship









Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Understanding the ∆C-∆Y relationship









With no credit market imperfections
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Understanding the ∆C-∆Y relationship









With no credit market imperfections
Borrower is never constrained
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Understanding the ∆C-∆Y relationship









With no credit market imperfections
Borrower is never constrained
MRS and thus consumption growth always the same.
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Understanding the ∆C-∆Y relationship









If we introduce a borrowing constraint
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Understanding the ∆C-∆Y relationship









If we introduce a borrowing constraint
For low income growth, ∆C independent of ∆Y.
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Understanding the ∆C-∆Y relationship









If we introduce a borrowing constraint
For low income growth, ∆C independent of ∆Y.
For high income growth and for population, presto!
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Understanding the ∆C-∆Y relationship










If we introduce a borrowing constraint
For low income growth, ∆C independent of ∆Y.
For high income growth and for population, presto!
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Understanding the ∆C-∆Y relationship






























If we introduce a borrowing constraint
For low income growth, ∆C independent of ∆Y.
For high income growth and for population, presto!
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
But people can borrow:
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
But people can borrow:
Mortgages.
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Credit Cards
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Loan sharks
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
Loan sharks
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample










Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample











Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample












Higher income growth leads one to stop saving and...
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample














Higher income growth leads one to stop saving and...
Borrowing at progressively higher rates and you exhaust
capacity for each type of borrowing.
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample
















Higher income growth leads one to stop saving and...
Borrowing at progressively higher rates and you exhaust
capacity for each type of borrowing.
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample


















Higher income growth leads one to stop saving and...
Borrowing at progressively higher rates and you exhaust
capacity for each type of borrowing.
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample










Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample










Higher income growth leads to
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample







Higher income growth leads to
a higher MRS
Paul Willen (with help from Kris Gerardi) Discussion of Dynan, Elmendorf and SichelIntro
Changing joint distribution of household income
Consumption, income and imperfect credit markets
Financial innovation and the ∆C = ∆Y relationship
Problem of omitted variables
Splitting the sample






























Higher income growth leads to
a higher MRS
which means higher consumption growth
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Credit constraints not only possible explanation
Myopia
But credit constraints generate a non-linear relationship
Can test by splitting the sample.
Typically done at ∆Y = 0 (arbitrary)
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Paper clearly a bit rough right now.
But it has the potential to illuminate both the causes and
consequences of ﬁnancial innovation.
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